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ZOC?, and $ 1 . 4  b;lllon in 2 0 0 1 .  The 2 0 0 2  variances include a positive impact 
attributable to the reintegration of customers and assets from the unwind Of 
Concert. 

In 2 0 0 3 ,  we expec: our  long distance voice revenue to conrinue to decline 
due to ongoing competition and product substitution. This decline in revenue 1s 
expected io be partially offset by growth in our local voice ServLCeS and 
data/IP/managed serv~ces. 

Revenue by segment IS discussed i n  greater detail in the segment results 
sect ior.. 
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S 4 , 3 6 1  
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$ 7 , 8 3 2  
1 6 . 6 %  

Included within access and Other connection expenses are  Costs we pay to 
comet: calls using the facilities of other service providers, as  well as the 
Universz l  Service Fund contributions and per-line charges mandated by the FCC 
Costs Faid to telephone conpanies outside of the United States to connect 
internarional calls are also included within access  and other connectior. 
expenses. 

Access and other connection expenses decreased 1 0 . 1 5 .  or $1.3 billion, in 
compared with 2001. Approximately $0.5 billion of this decrease was due to 

lower Universal Service fund contributions and lower per-line charges, which 
,were prixarily driven by the decline in long distance voice revenue. In 
additi,>n, domestic a c c e s s  charges decreased by $0.5 billion primarily due to 
piodJct rix and FCC-mandated access-rate reductions. International cor.nection 
charges decreased by approximately 5 0 . 4  billion driven primarily by lower rates 
and the reintegration of CUSt3merS and assets from the unwind of Concert. These 

Sir.ce most cf the Universal Service Fund contributions. per-minure access-rate 
red;c:ions and per-line charges are passed through :o :he customer, these 
redictr3ns generally result in a corresponding reduction in revenue.  

. ..L,.i3ns were partially offset by an increase in local connectivity costs. 

In 20C3, we expect access  rates to be flat or  slightly lower than 2 0 0 2  as 
of the FCC-mandated rate reductions have been irrplemented. We also expect 
oca1 ccnnectivity cosis to continue to increase as we continue to grow o u r  
vsice business. 

Access and other connection expenses decreased 8.0?.,, or $1.1 billion, in 
?Cm21 compared with 2000. Approximately $ 1 . 6  billion af the decrease was due to 
mar-dared reductions in per-minute access rates, lower per-line charges and lower 
internzzianal connection rates. In July 2 0 0 0 ,  per-line charges that AT&T paid 
for residential and single-line business customers were eliminated by the FCC. 
These reductions were partially offset by a $0.6 billion increase due to overall 
volume growth primarily related to local and international services and higher 
Universal Service Fund COntributionS. 

http://\*~~.tenkwizard.com/filing_raw.php?param=repo%3Dtenk-sym%3Dt-sdate%3D 19. 
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Costs of services and products include the costs of operating and 
maintaining our networks, costs to suppor~ our outsourcing contracts, the 
FroViSlon for uncollectible receivables and other service-related Costs, 
including the cost of equipment s o l d .  

C o s t s  of services and products decreased $0.3 billion, or 3.05,. in 2002 
compared with 2001. Approximately $0.5 billion of the decrease was due to the 
overall impact of lower revenue and related costs at AT&T Consumer Services and 
3 T & T  3usiness Services. Ir. addition, Costs decreased approximately $0.2 billior. 
due  to losses an certam long-term cont rac ts  recorded in 2031 by hT6T Business 
Services. These decreases were partially offset by an increase of $0.1 billion 
i n  ATbT Bilsiness S e r v i c e s '  provision for uncollectible receivables 

2 9  
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F.ThT CORP. AND SUBSIDIARIES lAT&T: 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS -- (CONTINUED1 

USE OF ESTIMATES 

:te preparation of financial StaKementS in conformity with generally 
accepted ac-ounting principles requires management to make estimates and 
assumptLo?.s -hat affect the reported amounts of assets and liabilities and 
disclcs?;re of contingenz asse:s and liabilizies at the date cf the financial 
statements, and revenue ar,d expenses during the period reporzed. Actual results 
could differ from those estinates. Estimates are used when accounting for 
certain items such as allowances f o r  doubtful accounts. depreciation and 
amortization, employee benefit plans, taxes, restructuring reserves and 
contingeicies. 

REVENUS RECOGNTTION 

We recognize long distance, local voice and data services revenue based 
upon minutes of traffic processed or contracted fee schedules. In addition, we 
record an estimated revenue reduction for adjustments to custmer acco'zr.ts. This 
estimate is based on a detailed analysis that cor.pares accounts receivable aq'ng 
at ci'ferent points in tine to deternine the appropriate level of adjustments. 
We reccgnize other products and servLces reve~ue when the produc:s are delivered 
and accepted by customers 6nd when services are provided i?. accordance with 
contract terms. ?or co~tracts where we provide customers with an indefeasible 
r1gb.t t,z use network capacity, we recognize re-senue ratably over the state3 life 
cf the agreement. 

ADVERTISINS AND PROMCTIONAL COSTS 

we expense CGStS of advertising and promotions as incurred. Advertising and 
promotional expenses were $814 million, $ 8 7 4  million ar.c $801 million in Z O C Z ,  
2001 and 2000, respectively. 

INCOME TAX3S 

The prov;sisn for ilcome taxes is based on reported income before income 
taxes. 3eferred income taxes are provided for :he effect of temporary 
differences between the amounts of assets and liabilities recogcized for 
financial reporting purposes and tne amounts recognized for income tax purposes. 
3eferrec tax assets and liabilities are measured using currently enacted tax 
laws ar.d the effects of any changes in income tax laws ire included ir. the 
provision for income taxes in the period of enactment. Valuation alloi+,ances are 
recognized to reduce deferred tax assets when ir is more likely than zot thzt 
t?.e asset will not be realized. In assessing the likelihood Of realization, we 
cor.sider estimates of future taxable income, the characcer of incoae r.eeded to 
realize future benefits and all available evidence. Investment tax credits are 
amortized as i reduction to the provision for income taxes over  the useful lives 
of the assets that produced the credits. 

CASH EQJIVALENTS 

We consider all highly liquid investments wirh original maturities of 
generally three months or less to be cash equivalents. 

X C P E R T Y ,  PLANT AN3 EQUIPYENT 

We stite property, plant and equipment at cost. Construction costs, labor 
and  applicable overhead related to installations and interest d,;ring 

h~p://www.tenkwizard.com/~ling~raw.php?param=repo%3Dtenk-sym%3Dt-sdate%3Dl9 ... 3/13/2004 
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construction are capitalized. Costs of additions and substantial improvements to 
property, plant and equipment are capitalized. The costs of maintenance and 
repairs of property, plant and equipment are charged to operating expense. 
Depreciation is determined based upon the assets' eslimated useful lives using 
either the g r o u p  or unit nethod. The u s e f u l  lives of com.lnica:ions aid network 
equiprre?t range fror. three to 15 years. The usef;l lives of other eq-ipment 
ranqes from three to sever. years. The useful lives ,2f buildings and improverrents 
range fron 10 to 40 years. The group method is used for nos: depreciable assets, 
inc1udir.g the majority cf com,u?.ications and network equipment. The unit iretho3 
; s  primartly used for l z r g e  computer systems, b~ildicgs and support assezs. 
Under t@.e group method, a specific 

6 3  
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